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Students’ Department
H. P. Baumann, Editor
AMERICAN INSTITUTE EXAMINATIONS
[Note.—The fact that these answers appear in The Journal of Account­
ancy should not cause the reader to assume that they are the official answers of 
the board of examiners. They represent merely the opinions of the editor of 
the Students’ Department.]
Examination in Accounting Theory and Practice—Part I 
November 14, 1929, 1 P. M. to 6 P. M.
The candidate must answer the first three questions and one other question.
[Solutions of problems 1 and 2 appeared in The Journal of Accountancy 
for January, 1930.—Editor.] 
No. 3 (17 points):











Notes payable...................................................... $ 20,000
Accounts payable.................................................. 60,000






At this date (December 31, 1928), owing to a disagreement, it was decided to 
dissolve the partnership and, forthwith, assets were realized, liabilities were 
liquidated and resultant cash distributions were made to the partners on 
January 31, 1929.
The accounts receivable realized $55,000, the inventory $30,000 and the fixed 
assets $47,000.
The profits of the partnership had been shared in the following proportions: 
A one half, B three eights and C one eighth.
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A preliminary preparation of the partners’ accounts, toward the end of Janu­
ary, 1929, indicated a debit balance on C’s account which was of doubtful 
collectibility.
Prepare the necessary journal entries recording the realization and liquida­
tion and submit statements of the partners’ accounts, as at January 31, 1929, 







To record the cash realized from assets.
(2)






To record loss on realization of assets as follows:
Balance- Amount
Assets sheet value realized Loss
Accounts receivable. $ 70,000 $ 55,000 $ 15,000
Inventory................ 40,000 30,000 10,000
Deferred charges. . . 500 500
Fixed assets............ 65,000 47,000 18,000
Goodwill................... 20,500 20,500
















To charge the partners with their respective shares 
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Before any cash distribution is made to the partners, provision should be 
made for the “debit balance on C’s account which was of doubtful collecti­
bility.” The amount of this debit balance is determined as follows:
A B C Together
Profit and loss rates 4/8 3/8 1/8
Total capitals before distributing
cash.............................................. $75,000 $30,000 $ 5,000 $110,000
Loss on realization.......................... 32,000 24,000 8,000 64,000
Capital balances after loss............. $43,000 $ 6,000 $ 3,000* $ 46,000
*Red.
If C’s account were definitely known to be uncollectible, a journal entry 
should be made writing off the $3,000 account by charges to A and B in the 
profit-and-loss ratio prevailing with respect to these two partners alone—that 
is, four-sevenths to A and three-sevenths to B. If this journal entry were 
made, the credit closing C’s account would be offset by a debit of $1,714.28 to 
A and a debit of $1,285.72 to B.
But since the account is only of "doubtful collectibility,” there is not suffi­
cient justification for actually writing it off. Therefore the proper procedure 
is to pay A and B such amounts as will leave them with credit balances of 
$1,714.28 and $1,285.72, respectively, allowing the debit balance of $3,000 to 
remain in C’s account until more definite information is available with respect 
to its collectibility. If it should eventually prove to be uncollectible, a journal 
entry can be made writing it off by charges to A and B, as their accounts will 







To record cash distributed to A and B.
A, B and C
Statement of partners’ capital accounts for the month ended January 31, 1929
ABC Together
Balances at December 31,
1929............................. $75,000.00 $30,000.00 $ 5,000.00 $110,000.00
Loss on realization........  32,000.00 24,000.00 8,000.00 64,000.00
Balances before distribu­
tion of cash................. $43,000.00 $ 6,000.00 $ 3,000.00*  $ 46,000.00
Cash distribution............ 41,285.72 4,714.28 46,000.00
Balances at January 31, 
1929......................... $ 1,714.28 $ 1,285.72 $ 3,000.00*
No. 4 (15 points):
(a) What is meant by the present worth of a given sum of money, due a 
given number of years hence, compounded at a given rate of interest?
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(b) A corporation deposited $24,700 as security for the rent of a lease, with 
the understanding that the deposit would be returned in full, but without inter­
est, at the end of nine years and seven months.
On the assumption that money can earn 5 per cent interest per annum and 
that the present worth of one dollar due nine years hence at 5 per cent com­
pound interest is $0.6446, calculate the cash value to the corporation of the 
deposit of $24,700 immediately upon its being made.
Solution:
(a) The present worth of a given sum of money, due a given number of years 
hence, compounded at a given rate of interest, is a sum, smaller than the “given 
sum,” which, put at compound interest at the given rate, will amount to the 
“given sum” at the expiration of the given number of years. For instance, in 
a subsequent part of this question, the following statement appears: “the pres­
ent worth of one dollar due nine years hence at 5 per cent compound interest is 
$0.6446.” This means that $0.6446 invested at 5 per cent interest com­
pounded annually will amount to $1 at the end of nine years.
(b) If the present worth of one dollar due nine years hence at 5 per cent 
compound interest is $0.6446, the present value of $24,700 due nine years 
hence, discounted at 5 per cent is $24,700X.6446, or $15,921.62. In other 
words, this corporation, after depositing $24,700 under a contract by which it 
loses interest for nine years, is in no better position than it would be if it had 
deposited $15,921.62 for nine years at 5 per cent compounded annually. In 
either case it would be able to draw out $24,700 at the end of nine years.
No. 5 (15 points):
What equal amounts must be deposited in a fund, annually, from January 1, 
1930, to January 1, 1935 (both inclusive), to provide the following annuities 
payable January 1st of each year:
$1,500 per annum for five years beginning January 1, 1936
1,000 “ “ “ the next five years, and
750 “ “ “ the next five years following?
Calculate interest earned at 4 per cent during the entire period.
Given (1+i)5 =1.2166529 v5 = .8219271
(1+i)10= 1.4802443 v10= .6755642
Solution:
It will be noted that this fund will increase during the period when deposits 
are being made, and will decrease during the period when withdrawals are 
being made. The deposits together with interest thereon, must amount, at 
some date prior to the first withdrawal, to the present value of the sums to be 
withdrawn. The procedure for solving the problem should therefore be:
(a) Compute, as of some date after the last deposit, the present value of the 
fifteen withdrawals;
(b) Determine what contributions will be required to produce, at the date 
referred to in (a), the present value computed in (a).
The most convenient date to use for these computations is January 1, 1935, 
which is one year before the first withdrawal. This is the most convenient date 
because, viewed from this date,
The five withdrawals of $1,500 each, beginning January 1, 1936, are an ordi­
nary annuity;
The five withdrawals of $1,000 each, beginning January 1, 1941, are an an­
nuity of five rents deferred five periods;
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The five withdrawals of $750 each, beginning January 1, 1946, are an annuity 
of five rents deferred ten periods.
We shall therefore compute the present value of these three annuities, all dis­
counted to January 1, 1935:
Viewed as of January 1, 1935, the first five rents, of $1,500.00 each, are an 
ordinary annuity of five terms (January 1, 1936, to January 1, 1940).
1—.8219271 (present value of 1 for 5 periods) = .1780729 compound discount 
.1780729÷.04=4.45182233 present value of ordinary annuity of 1.
$l,500.00X4.45182233 = $6,677.73 present value of first five rents.
The second five rents are an annuity of five terms, the first of which is due 
January 1, 1941. At January 1, 1940, the present value of these rents would be 
the present value of an ordinary annuity of five rents of $1,000.00, or
$l,000.00X4.45182233 = $4,451.82 present value, at January 1, 1940, of the 
five rents payable from January 1, 
1941, to January 1, 1945.
To reduce this to the present value at January 1, 1935, it will be necessary to 
multiply by the present value of $1.00, due five periods hence:
$4,451.82 X.8219271 = $3,659.07
The third five rents are an annuity of five terms, the first of which is due 
January 1, 1946. At January 1, 1945, the present value of these rents would be 
the present value of an ordinary annuity of five rents of $750.00, or
$750.00 X4.45182233 = $3,338.87 present value, at January 1, 1945, of the 
five rents payable from January 1, 1946, 
to January 1, 1950.
To reduce this to the present value at January 1, 1935, it will be necessary to 
multiply by the present value of $1.00, due ten periods hence:
$3,338.87X.6755642 = $2,255.62
Summary—Present value at January 1, 1935 
Present value of five rents of $1,500.00........................ $ 6,677.73
Present value of five rents of 1,000.00......................... 3,659.07
Present value of five rents of 750.00........................... 2,255.62
Total............................................................................ $12,592.42
The next step in the solution is to determine the amount of the contributions 
to be made annually from January 1, 1930, to January 1, 1935, inclusive, to 
produce the required fund of $12,592.42. As six contributions are to be made, 
and as the amount of $1.00 for five periods is given, the amount of $1.00 for six 
periods is computed as follows:
The amount of $1.00 for five periods........................................ $1.2166529
Multiply by................................................................................ 1.04
The amount of $1.00 for six periods......................................... 1.265319
Then:
$1.265319—1. =$ .265319 compound interest
.265319÷.04= 6.632975 the amount of an ordinary annuity of 1.
If six annual contributions of $1.00 each will produce a fund of $6.632975, 





January 1 Deposit Interest Withdrawal Balance
1930................... ......... $ 1,898.45 $ $ $ 1,898.45
1931................... ......... 1,898.45 75.94 3,872.84
1932................... .......... 1,898.45 154.91 5,926.20
1933................... .......... 1,898.45 237.05 8,061.70
1934................... .......... 1,898.45 322.48 10,282.63
1935................... .......... 1,898.45 411.31 12,592.39
1936................... 503.70 1,500.00 11,596.09
1937................... 463.84 1,500.00 10,559.93
1938................... 422.40 1,500.00 9,482.33
1939................... 379.29 1,500.00 8,361.62
1940................... 334.46 1,500.00 7,196.08
1941................... 287.84 1,000.00 6,483.92
1942................... 259.36 1,000.00 5,743.28
1943................... 229.73 1,000.00 4,973.01
1944................... 198.92 1,000.00 4,171.93
1945................... 166.88 1,000.00 3,338.81
1946................... 133.55 750.00 2,722.36
1947................... 108.90 750.00 2,081.26
1948................... 83.25 750.00 1,414.51
1949................... 56.58 750.00 721.09
1950................... 28.84 750.00 .07*
$11,390.70 $4,859.23 $16,250.00
The editor of this department has received several requests to solve the 
following problem set by the University of the State of New York for the 67th 
accountant examination on Tuesday, May 21, 1929:
The books of Gerard Contracting Company as at December 31, 1928, reveal 
accounts with open balances, viz.:
Debit Credit
The XY bank................................................................. $ 8,816
Accounts receivable......................................................... 25,759
Furniture and fixtures.................................................... 5,565
Reserve for depreciation furniture and fixtures............  $ 1,673
Goodwill........................................................................... 6,000
William F. Gerard........................................................... 9,500
Merchandise.................................................................... 2,344
Commissions and discounts............................................ 13,358
Interest............................................................................ 528
Capital stock—300 shares, par $100.............................. 30,000
Salaries............................................................................. 42,808
Rent, advertising and miscellaneous overhead expense 18,196
Installation and repair sales........................................... 55,531
Installation and repair costs........................................... 43,090
Contracts closed.............................................................. 222,839
Costs of contracts closed................................................ 157,040
Costs of contracts in progress........................................ 87,101
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From the above trial balance prepare a balance-sheet of the company after 
reserving for federal income taxes and for compensation to the company’s 
manager, Mr. William F. Gerard.
The contract between the company and Mr. William F. Gerard provides 
compensation to the latter of an amount equivalent to the profits of the busi­
ness remaining after providing for 6% dividend on the company’s capital stock, 
federal income taxes, and a further credit to surplus of 10% of the profits, after 
charging federal income taxes but before charging manager’s compensation. 
The manager’s compensation is to be treated as a deductible expense in deter­
mining federal income taxes.
Solution:
Gerard Contracting Company
Statement showing computation of profit per books, before manager’s bonus 
for the year ended December 31, 1928 
Installation Contracts 









Gross profit................................... $12,441.00 $ 65,799.00 $ 78,240.00
Deduct—














Net profit before manager’s bonus. . $ 31,122.00
Let B = the bonus 
and let T = the tax
Since the bonus is to be the amount remaining after providing for (1) 6% 
dividend on the company’s capital stock (6% of $30,000.00, or $1,800.00), 
(2) federal income taxes, and (3) a further credit to surplus of 10% of the 
profits after charging federal income taxes, but before charging manager’s 
bonus,
B =$31,122.00—$1,800.00 —T-.10 ($31,122.00-T) (1)
And since the tax will be 12% of the profits after deducting the statutory 
credit of $3,000.00 and the bonus,
T = .12 ($31,122.00—$3,000.00 —B) (2)
or T = $3,374.64-.12 B. (3)
Solving for B:
B = $31,122.00 —$1,800.00—T-.10 ($31,122.00-T) (1)
or B =$29,322.00 —T—$3,112.204-.10 T
or B = $26,209.80-.90 T (4)
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Substituting the value of T in equation (3) for T in equation (4), we have:
B = $26,209.80 —.90 ($3,374.64-.12 B) 
or B = $26,209.80—$3,037.18 + .108 B
or .892B =$23,172.62
or B = $25,978.27
Solving for T:
T = $3,374.64-.12 B (3)
T = $3,374.64-.12 ($25,978.27) 
or T = $3,374.64-$3,117.39 
or T = $ 257.25
Proof
Computation of bonus:
Profit before manager’s bonus............. $31,122.00
Deduct:
6% dividend on capital stock........... $1,800.00
Federal income tax........................... 257.25
Credit to surplus: 
Profit.......................................... $31,122.00
Less—federal income tax............. 257.25
Balance.......................................... $30,864.75
10% thereof.................................. 3,086.48 5,143.73
Compensation to Mr. Gerard.............. $25,978.27
Computation of tax: 





Balance subject to tax......................... $ 2,143.73
12% thereof.......................................... $ 257.25
Gerard Contracting Company 
Balance-sheet, December 31, 1928







Cost of contracts in progress.......
Furniture and fixtures..................
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Liabilities and Net Worth 
Income tax payable................................................ $ 257.25
Due to William F. Gerard...................................... 16,478.27
Received on contracts in progress.......................... 67,002.00
Capital stock—300 shares, par $100...................... $30,000.00
Surplus..................................................................... 20,174.48 50,174.48
Total................................................................. $133,912.00
Analysis of Surplus for the year ended December 31, 1928
Balance, per trial balance....................................... $15,288.00
Provision for 6% dividend on capital stock..........  1,800.00
10% of profit after provision for federal income tax 3,086.48
Balance at December 31, 1928, per balance-sheet.. $20,174.48
148
